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President Fernando Henrique Cardoso may have an easier time winning re-election than solving
the country's economic problems. Just prior to the Oct. 4 balloting, Cardoso announced that new,
more stringent economic measures would be forthcoming. Despite the worsening economic crisis,
high unemployment, and rising social problems, Cardoso appears headed for victory as voters seem
reluctant to change horses in mid-stream. Even if Cardoso wins on the first ballot as expected, the
celebration will be subdued and short-lived. The campaign has been overshadowed by the global
financial crisis set in motion by Russia's devaluation, which has left Brazil on the brink of a currency
crash.
The Brazilian crisis peaked Sept. 10 when the Sao Paulo stock market plummeted 16% in a single
day. While the stock market is down 50% for the year, the banking system's dollar reserves, which
reached a record US$74 billion in April, have now shrunk to US$42 billion (see NotiSur, 09/11/98).
In September, the Central Bank hiked interest rates to 49.75% and the government announced
more than US$5 billion in spending cuts to show its commitment to slicing the budget deficit. But
the higher interest rates failed to stem the outflow of capital, and it became apparent that stronger
measures would be needed.
Counting on an impressive lead in the polls, Cardoso warned voters of more difficult measures
ahead, although he did not give specifics. Cardoso said the government has to tackle the budget
deficit, now at 7.2% of GDP, if Brazil's US$800 billion economy is to continue growing in the long
term. He said the government must learn to live within its means "once and for all," and he raised
the possibility of legally forcing federal, state, and local governments to balance their books.
Cardoso said higher taxes might be necessary. He said in November the government will release its
fiscal-adjustment program for 1999-2001, accompanied by accelerated efforts to pass constitutional
reforms that have been stalled in Congress for more than three years. Cardoso also said the
industrialized countries must help Brazil and the region deal with the "imported crisis." He called
on the G-7 countries to set up an emergency fund for the region. Austerity measures have downside
Even if the new measures reduce the swelling budget and trade deficits, they also threaten the
guaranteed benefits especially for civil servants instituted by the 1988 Constitution, which will make
them highly unpopular.
Many business leaders also fear that the coming austerity measures, especially tax increases,
will only make matters worse. "The country already has the highest tax burden in the world,
corresponding to 32% of GDP," said Antonio Ermirio de Moraes, owner of the Votorantim Group,
Brazil's largest business conglomerate. "A tax increase would only help the underground economy
grow."
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espite the all-out efforts to avoid a devaluation of the real, many analysts expect a devaluation
following elections. This could propel Brazil, now looking at an annual growth rate of only 1.5%,
into a recession. "In the first quarter of 1999, there will either be recession or economic stagnation,"
said economist Paulo Nogueira Batista of the Getulio Vargas Foundation. "And as a result,
unemployment will grow." Brazil's unemployment rate is officially around 8%, its highest level since
Cardoso took office four years ago. Unofficial estimates put the figure closer to 20%. Next year, "the
joblessness rate could hit double digit figures the worst in Brazil's history," said Sergio Mendonca of
DIEESE, a labor union-funded socioeconomic research center.

Doubts about ability to implement reforms
Some analysts are concerned that Cardoso will not take the steps necessary once the elections are
over. Lacy Gallagher, analyst for Latin America for US rating agency Standard & Poor's, said the
Brazilian government shows no signs it will correct its economic imbalances rapidly. "The measures
taken have an ephemeral effect," she said. "Foreign investors don't want to finance Brazil's deficit."
Others blame Cardoso for focusing, early in his administration, on changing the Constitution to
allow re- election at the cost of passing other reforms, especially the social security and tax reforms.
With inflation at 40-year lows and foreign money flooding in, Cardoso dropped attempts to approve
the unpopular reforms in Congress. "The political decision was made...to go for re-election and
postpone real action on the reforms," said a foreign diplomat. "You can understand why, given how
difficult it is to approve reforms. But now Brazil is paying the price." IMF negotiations looking at
post-election loan Finance Minister Pedro Malan and Central Bank chief Gustavo Franco flew to
Washington on Sept. 30 for the annual International Monetary Fund (IMF) meeting amid indications
that a major loan package will be worked out to avert a devaluation of the real. Washington officials
said discussions were centering on emergency loans of around US$30 billion.
Brazilians remember IMF-imposed measures in the 1980s with considerable resentment. Returning
to the IMF is widely seen as an admission of the government's failure to put its financial house in
order and a humiliating surrender of sovereignty over economic policy.
And many analysts believe that, with or without new loans, the real must be devalued.
Jeffrey Sachs, director of the Harvard Institute for International Development and a critic of IMF
practices, said neither the proposed loan package nor Cardoso's austerity measures will work
without a 25% devaluation of the real. "The Brazilians are suffering today from slow economic
growth," Sachs said, "in part because they have been trying for months to defend an overvalued
currency." And Sachs says that the high interest rates discourage economic activity so the already
sluggish Brazilian economy will soon find itself in a severe recession. Devalue the currency, he says,
and interest rates can be lowered.

Elections hold little promise for most Brazilians
With the economy battered by the seemingly endless Asian financial crisis, Brazilians realize there is
no quick fix and hard times lie ahead. On Oct. 4, some 100 million voters will choose a president, 27
governors, all 513 federal deputies, one-third of the 81-seat Senate and 1,045 state legislators. Brazil's
social indicators are grim. Despite being Latin America's largest economy, about 70% of the voters in
this election won't have the equivalent of a first-grade education, according to government figures.
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Roughly 24% of the adult population lives on a monthly salary of US$111 and unemployment has
soared to its highest levels in 15 years.
In Latin America's financial capital of Sao Paulo, unemployment is 19%, factories are closed, and
consumers cannot afford the 154% interest on their credit cards. Often people work two jobs to
pay their bills and many stores are empty. Some 80% of Brazil's 155 million people live in poverty.
Although recent surveys show Cardoso winning easily in the first round, the support is less an
endorsement of the president than a grudging admission that there's little alternative.
Most analysts agree that optimistic campaign promises made in equal measure by Cardoso and
opponents Luiz Inacio Lula da Silva and Ciro Gomes to increase jobs and improve social conditions
will be almost impossible to fulfill given the economic crisis. As the campaign wound down,
Lula concentrated on the message that Brazil's economic troubles are the fault of the Cardoso
administration. "You have people who have been unemployed for two years and the press is
blaming the global crisis," said Lula. "No one connects it to Cardoso's economic policy." Lula said
Brazil had become excessively dependent on speculative capital "to the extent that we are now at the
mercy of the good will of the US government and the IMF, which has lost all credibility."
Lula called negotiations with the IMF a crime and said it would "tighten one more knot around the
necks of Brazilians." A cartoon in the newspaper Jornal do Brasil struck the same theme, showing
a drowning man being thrown a noose. Lula accused Malan of asking for "the IMF's blessing on
his knees," and said that, if elected, he would not allow speculative foreign capital into Brazil. "We
will send our minister out there to tell people that Brazil is a country that will let you earn money
by investing in industry, agriculture, and services." Third-placed Gomes warned a recession is
inevitable if Cardoso is re-elected. "The government will severely cut spending on health and
education...and it will prompt a deep recession with a big impact on unemployment," he said.
[Sources: Notimex, 09/23/98, 09/24/98; Associated Press, Clarin (Argentina), 09/25/98; El Nuevo
Herald (Miami), 09/24/98, 09/27-29/98; Spanish news service EFE, 09/24/98, 09/30/98; Reuters,
09/23/98, 09/29-10/01/98; The New York Times, 09/24/98, 09/28/98, 10/01/98]
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